by SAMUEL PIZER AND FREDERICK CUTLER

U.N. Trade With Foreign Affiliates of US. Firms

T]:lia report gives the first resulis of o
new annual survey designed o show the
amouné snd patiern .of those exports
from the United Stetes which reach
foreign markets through foreign of-
filiates of TS, fizms. Information of
this type is needed to Al cne of the
larpe gaps in our knowledge of the over-
all effects on U.S. trade and payments
of the very rapid axpansion of TS,
industry into producing and distribg-
tion facilities abroad. Tp to now, the
principal data regulerly collected have
shown the capital flows, paymenis of
income and fees, total sales abroad, and
ehipments by the foreizn affiliates to
the TUnited States) Additional data
are also collected on the total capital
axpenditures and financing of the af-
filiatea, It hmss not been possible,
howaver, to relate this information to
[1.8. export trade, which can be signif-
ieantly-afiscted in savera]l ways: foreipn

afiiliates usa V.8, poods and parts or-

componants in manufacturing: they aot
divectly or indirectly fo promote the
sela of T0.8. poods; they use U.S. eapital
aquipment; they also produce goods
sbroad which eompete with or sab-
stitute for U.S.-produced goods; and
they alter indirecily the capacity of
foreign countries to make dollar ax-
panditures of all kinds, with the possibla
effect of raising both our exports and
imports and keading to enlurged inter-
national trade without chenging the
balance.

It should be streased at once thet the
information now betoming available
can halp to deseribe the size and natare
of these effects, but too tuch should not
be expeated at thiz zarly stage in the
exploration of thie complex subjest.
Reports are baing received from a larga

aroes gection of U8B, mdustrisl com-

penies with foreign affilintes; but, as
ithe note on methods st the end of this

1 For the st recent data foa the EURYET OF COERENT
PUsHESL B Aopos 195 a0t Cotahar 1.
20 .

report pomis out, there are many dif-
ficnlties in estimating yoiverse totals in
detail. For many relationships a series
of observations over lime is necessary
for any wseful vooclusions, bui only
vary incomplate data sre now avalable
for a few prior years. To study the
effects of compeiition or substituions
of foresgn -produced goods for U.S. goods
s much brosder apd more detailed
analytical framework wounld bave to be
developed, involving demand and sup-
ply- conditions in specific warkets for
specific products. Although the data
that follow illuminate s part of this
subject, and the continuing survey will
provide the necessary time series, it is
clasr that any kind of definitive analysis
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of the overall effects of foreizn invest.
ment on our balance of payments will
depend on the results of a comprehen-
sivesurvey of direct foreign investzments,
going bayond the 1957 survey.?

Principol findings

1. On the basis of reporis from a
sammple proup of U8, indestrial com-
panies, foreign affiliates of all such
firme imported at least $5 -billicn of
3. goods in 1963. Sinse all U.S.
purchases by the foreign affliates could
not be identified by the parent eom-
panies who yeported, thie does not
represent: their total imports from the
.S, The $5 billion represented about
23 percent of all 11.3. exporis in 1963,

2. .5 mepufachaing firms ac-
counted for £4.4 billion of these exports
to foreicn affilintes; this included 532
billion to their menufacturing installa-
tions and $1.2 hillion to affiliates that
are prmenly distributors of the parent
corpauy's products. The $4.4 billion
of exports to the sffiliates of manufac-
turing firms can be compared with
total exports of eelected manufactured
and semimanafactured goods from the
Unitad States of %133 billien. In
order to provide s product renge
roughly comparable with that of the
foreign affiliates, the laiter figure ex-
cludes certain produets not produced
in signifieant quantities abroad by
{J 3. companies, such a5 serap metals,
pircraft, and military items, but in-
cludes some semimanufsctures not usu-
ally includsd in a manufaciuring cate-
gory.

3. Of exports to the manufacturing
sfiiliztea shroad, shout 40 percent wers
materiale, components or other manu-
foctures for processing snd assemnbly,
and ahout 34 parcent were manafac-
tures resold by these affiliates with
minimum further processing. 'The re-

1 [7.5. Broabiew amieciends iy Feeslpy (ot pob-
Lishad by the Qffipe of Byskean Bometnien in 1580,
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mainder was mainly eapital equipment,
items purchased here directly by the
foreign affilistes, and other items not
identified by type.

4. Exportz {except capital g'uods] to
the maoufactuwring affliates abroad
appesT io be the equivalent of more
then 9 percent of the total sales of
the affilintes, which amounted to over
$31 billion in 1963. This ratio varied
greatly among the preduct groups snd
srees of the world; for some product
lines, such as processed food or paper
and pulp, the use of TS.wource goods
was minimal, while for nonelectrical
machinery the ratic of exports to aales
was 16 percent. Among the areas,
(anadian plants used o relatively high
praportion of T).8. imports in ther
production activities, whils for Eurg-
pean offilistes the overall ratic was
under § porcent.
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5. It appears that the growth in
exports to foreign menufacturing affili-
ates haz rouwghly kept pece with the
growth in other manofacturing exports
from the US._ since 1959, but that thess
oversll growth rates ara lower than tha
rate of incrense of salea by the foreign
plants. Howsver, thers are significant
divergeoees from this pattern for
individual areas snd product lines.

6. The diract reflection in the balance
af paymenis accomnts of the sotivities
of the forsign manufaciuring affiliates
is & sizable surplus. On the roceipts
gide in 1063 are exports of 3.2 billion
and remittances of income and royalties
amounting to $1 billion; on the pay-
ments eide are imports into the TS
from the affiliates of $1.1 billion and
net capital outflows of $0.7 billion.
This direst messure cannot represent
the full effect of increased investment
abroud, howsver, because it does not
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take account of many indirect results.
A full measure would include, for in-
stance, an evalueticn of the effect on
the competitive position of T1.8. based
industry resuliing from the extension of
T.3. induszy abroad, ss compared
with the losa of foreign markets thet
might result from increased competition
by fomign firme not afiliated with T.8.
parent companies.

Exporiz to Foreign Affliliates

Detailed tabulations of data reported
for 1962 and 1963 are given in the first
two tables, with adjustmants to improve
wear-to-vear eomparebility, but with-
out abtempting to expand the detailed
results to uwniverse estimates. Such
universe eatimgtes for semmeary data
are given in tables 3-T.

2T

The breakdown by type of exports in
table 1 shows that for 1963 about 25
percent of the total was for further
menufacture abroad, and that these
were mainly paris or components rather
than crude mabarials. The largest
sinrle category, accounting for 44 percent
wos exports of manvfactures ior ssle
without further processing. Manufac-
turing affilietes abroad serve to an
important extent as distributivn points
for U.5. products of the parent com-
panies; in addition nearly all of the
distributing affiiatea covered in the
surveys are owned by U.S manufao-
tuning oompanies, aad they are also
mpottant n marketing U.8. manu-
faotures abroad. Petroleum companies
distribute sizable guantities of such
U.5. manufactures as tires and acces-
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sories through their foreign affilintea.

Exports of capital equipment, ie.,
equipment charged fo capitsal account
by the foreign afBlistes, appest rela-
tvely small in these surveys (sae also
table 5) but coverage of these exports
iz probably relatively deficient because
reporting parent companies do not have
& record of purchases by ther sub-
gidiaries or conetruction firmes building
plants under contract abroad.

MNearly sll of the exportz mentioned
sbove were exportad directly by the
parent company to the sffilinte, or wers
purchaszed by the perent for secount of
the foreipn afiliate. In addition, fairly
substantial smounts of goods purchased
directly in the United States by affiliates
ware reported, but about two-thirds of

Mosivfucturing Afiliates Abread

frports frovn OLS, sompared itk
totnd sicles of afflinees
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this waa reporied for Canadian affiliates.
It 35 not known yot whether such direct
purchases in the United States by
affilistes in other countries are in fact
quite small, or whether ike records of
the parent companits do not reflect

A final, relatively amall category of
exporta 18 goods sent to the affilistea
for sale on & commimion basis, mainly
manniactures of ths parent companies.

Lergest exports 1o Conada

Affiliates In Canade account for far
more imports {from the United States
than affiliates in any other couniry or
ares shown in fable 2. Most of tha
Ceanadian imports are for menufactur-
ing, especially by avtomotive plants,
which were expanding their importe
conaderably from 1062 to 1063 as
production ross,

Exzporta to affilistes in Latin America
are quite =izable, and include a large
part of the axports to petroleum affil-
iates (especially in Venezuela) and to
affilistes in agricultere and mining,
Aleo, Panama is the aite for distributing
pflilivias of many manufachuring com-
panics, though the exporis may actually
be sold in distant aress. The principal
increase from 1962 to 1983 in msau-
facturing exporta to Latin America wha
eported for Mexico; for Argentine
there was a marked decline, Exports
to Brazil did not change materially and
were relatively ‘minor in view of the
large U.S. manwfacturing investment
there.

Thongh shipments to European affili-
ates accouni for nearly 30 percent of
the reported axporis, they are relatively
amall when ralated to the scale of opera-
tan of U5, companies im Europe.
Much of the Europesn total is ac-
counted for by Swise distributing affil-
isten with worldwide markets; exports
to these firms dropped ronsiderably
in 1963 as soms parent companies
shiftad produstion to foreign manu-
fastyring  plants, Exports to the
TInited Kinpdom were next largest in
Europe.

In the rest of tha world, the sffiliates
in developed countries—Australia,
Japsn, and the Rapublic of South
Africo—accounted for most of the
treporés from U8, parent companias.

December 1844

Exporte arnd foreign production

In arder to siudy tha relaticuship
between exports and the prowth in
sales of foreign affiliates it s necesssry
to expand the reported export dais to
totals consistent with the estimated
total =salea of foreign affilietes, These
expended export figures are given in
tebles 3 and 4. Similar procedures
conld not be followed for cther indus-

.tries since oo link to foreign =ales was

|
Manpfacturing Affilates Alroad
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available, In any cssa, the relationship
would not be as sipnificant for extrac-
tive or servics industries,

The breakdown by industry of foreign
manufacturing affilistes given in iable 3
showe that most axports wera to thoss
producing transportation equipmsént,
chemyieals, snd nonelsctrical nachinery.
Exports to affiliates in sll of these
industries showed gaina in 1963, Most
of the gain in exports was to Canadian
manufeeturing affiliates; increames re
ported for other arans were reletively
minor. Exports te distributing affiliates
abroad are large in Kurope and Latin
America, primarily beczuse of the use
of subsidiaries in Switzerland and
Panama for this parpose. Some de-
clines were reporied for both areas in
1963,

When related to total salea of the
manufaciuring affiliates, a2 in tahle 4,
exporis appear to bave risen from 1962
to 1962 at roughly the same rate as
shles, and to have averaged a Litile over
§ percent of the walus of salea. Simes

exports are generally reported FOB the
U8, port, some upward sdjustment
would bs appropriste in order to take
atgount of {ransport soste o the
foreign plant and of foreign tariffs,
internsl taxes and the like. However
suek an sdjustment wourd not change
the export-aales ratio signifieantly.

Within the sverage ratic, there kre
important differances among the various
produet lines and arens. Three im-
poréent types of producte—processed
foads, paper and pulp, snd primery and
fabricated metals—raquire very little
178 -a0urce goods in the manofacturing
procsss, so that exports to these affil-
iates aversge under § percent of sales.
At the other and of the scale, s reln-
tively large proporiion of U.S. goods
is used by affiliates producing suto-
motive equipment and nonelectrical
machinery,

In almost evary prodici line, how-
avex, the ratio of U5 source goods oo
salezs of the foreign plants is much
higher for Conadian operations than

23

for thase in other areas, and it tends to
be lower in Eurcope than elsewhere.
This stands out most clearly for auto-
motive products, where the ratic of
ezports to sales was 27 percent for
Canada an 1083 (though It was de-
clining) but was under 3 percent for
Europe, which necounts for half the
foreign production by VU.5. firme in
this industry.

With comparable deta on these
ratios avatlable only for the Fears
1062-63, experience iz not sufficient
to datermine whether any systamatic
changes in the overall relstionship of
exrportz to sales are taking place. It
gosms clear that under present com-
ditions the expansion of foreign pro-
duction by U.5.-ovned plants in zome
areas, partieularly Burape, invelves a
lesser expansion of exports of U.S.
products for use or resals by the
foreign affiliates then rising produetion
alsewhers in soch plants. Buot tha
data ao far developed do not show
whether the ratios of exports to sales
are chanping in specific aress and
industries. The future relationehip of
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Table §.=Estirnated Total Exportal to Foreipn Affitictes of U.5. Mamufoctoring Firmn,
1963 lnd 193, by Indmu:r and Type
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Table 4.—~Exporta tr Foreign Manulfacturiog Afiliates Compared With Their Total Sales,
193 and 1963
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exports to sales will be affected by
hoth of these conaiderationa.

Relationship to. total U.S., exports

Exports to foreign manufacturing
affiliptes in 1963 accounted for mearly
one-fourth of totel exporis of compa-
rable maoufsctured and semimanvfac-
tured goods from the United States
(table #), a slightly higher proportion
than jn 1062. Exports to distributing

. affiliates abroad accounted for so addi-

{ional @ percent of such exports from
the United States, About 57 percemt
of [1.S. exports of these types of goods
to Canada in 1963 went to meonfactar-
ing affliates there, compared to about
22 percont for Latin Americs, 183 par-
cent for Europe, and only 7 percent for
the rest of the world.

‘When the results for 1962 mre: coimn-
pared with 1983, it sppears that exports
to the mennfacturing affiliates in Can-
adz wera rising somewhat faster than
total TV.S. exports of manufactures to
that country. Exporis to affiliates in
Latin Amerien rose shightly while total
exports to that ares were falling. For
Europe, exports to the affiliates rose
sbout 7 percant, & bit more slowly than
total comparable sxports. Thare wss
n¢ incresss in exports to affiiates in

““pther” sress though total exporta to

such areas rose consiferably.
A further set of statistics developed

. by the surveys shows iotal exports

made by the parent companies i the
countries in which they heve mapmfec-
tucing end distributing affiliates. These
exporty totaled $4.9 billion in 1963, as
shown in table 8, about 37 parcent of all
exporta of the type produced by ihe
industries repressoted. It should bLe
noted that this is far short of the total
exporta of this group of companies, since
it excludes their exports to countries
where they do not kave such affiliates,
and also exzcludes exports of their
products not maede dirscily by the
companies thomselves. Morsgver, it is
loas than total V1.5. exporis to the
foreign affiliates, which would also
inslude goods puorchased from non-
affilisted 1.5, companies, capital equip-
ment, and commission aales for mon-
affiliated firms.

Abcut thres—yuarters of the $4.9
billion of parsat company sxports went
through their foreign manvisciuring or
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disiributing affilistes. About 85 per-
cent-of ¢heir exporta to Cavads moved
in this way, and ahout thres guarters
of their exports to Latin America and
Europe. Thesa resulis cearly show
that for those countries where affiliates
bave been established a very large part
of the export trade of the perent
company enters through the affiliate.
As the preceding sective indicated,
gome of these exportz by the parents
enter inte the production process of
their manufacturing affiliates, though
this relationship varies widely among
aress and industries; also a large
portion iz sold without further procass-
ing by menufacturing and distributing
affiliatez, The differemtial influances of
these export market patierns mmnm
to be studied.

As noted above, time-period analysis
is limited by the lack of eomparable
data on exports to affilistes for years
before 1962. Using partial data col-
lected earlier, it appears that exports to
menufscturing affilintes abroad were
about 52.2 hillion in 1957, roze to ahout
$2.5 billion in 1959, and $2.8 billion in
1840. For 1982 and 1962 the compa-
rable figurea are $2.9 hillion and $3.2 billion.

As the chart shows, the rise from
1957 to 1959 was relatively large, and
camé at » period when overall 17.8.
exports were falling, Output of the
foreign manmufactnring affliates was
rising at about the same rate as the
pereni coimpanies’ exports to them in
that pericd, From 195% through 1963
the exportz to mifiliates rose abaut 30
percent, about the same rate as the
rise m all T1.5. exports of manufactures,
while sales of the 1J.5.-owned foreign
manufacturing plania rose about BO
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percent. In this period, therefors, the
proportion of 1.5..e0urce goods to sales
of the forgign affiliates declined ssmewhat.
Direct effects on balance of payments

Using the estimabes for exporis to
forsign effiliates derived from this new
survey, together with dats pravicusly
developed from other surveye, it is
possible to show (tabla 7) thet ressipts
in the balance of payments from foraign
manufasturing affilintes excosded pay-
ments in 1963 by $2.4 billion. About
31 billion of the net receipta was as-
sociated with Csnadisn affiliates, $0.7
billion with Europesn sffiliates, and
§0.4 billion with thosa in Latin Americs.

The overell raceipts balance for thess
affilatez was abonrt $1.2 billion in 1957, the
firsé¢ year for which the necessary es-
timates are available. Gainz of $1
billion in exports and $0.5 billion in
ineome receipta since 1957 far exceaded
the £0.3 hillion inoresss in net capital
outflows, end thers was practically no
change in imports into the Enited
States from the affilistes, which re-
meined st about §1 billion sonually.

Az poted at the beginping of this
article, however, ihese statistics leave
out of apcount 4 grest many sspects of
the sprend of U.S.operated plants
abroad whinh are televant to an evalna-
tion of their net effect in the U.S.
balance of payments. For instence,
litile iz known about the specific com-
modities affocted, the sxient to which
their eontinued exportation would zocn
ke made impossible by compatiticn or
trade barriers abroed, or the extent to
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which their exportetion has besn sup-
planted by produetion in U.8.-owned
plants located abroad. Even more
complex is the question of the effect on
our bolanca of payments of additional
incomes penerated abroad by these
enterprises, and the manner in which
dollar exchange saved by foreign coun-
tries through local production of needed
manufectures may, at least in part,
lead indirectly to alternative expendi-
tires hare.

Somea of these questions may be
clarified 23 additicoal information is
collected snd apalyzed. The dats now
available show principally the very
significant dimensions of the foreign
investment operations of U.5. firms,
and indicate some of the movements
in these operaiicns.
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had been in a declining phase from 1957
0 early 1963, have shown a substantial
pickup this yeer. Both groups are
projacting sharp increases in the first
half of next year.
Airlines stop usp purchases

Rising plant end equipment expendi-
turss of the ponrail transportation
group are reflocting majnly increased
" purcheses by the airlines for medivm-
snd shert-range jot craft, ¥rom mid-
1962 t0 mid-1964 expenditures of the
ajrlines bod declined as the long-zange
jet  acquisition programs matured
With the improvement; in their financial
puosition as a consequence of the com-
pletion of major equipment payrments
and increased jet travel, aidines wre
now turning to an interim program of

equipieent buying, prier to the ae-

quisition of supersonic craft.

Ruilrocd expendititres rise sharply
Capital expenditures by the reilroads

this year will probably erxceed %1%

billion—up one-third from 1843, for
the third successiva year of substantial
expansion. Expenditures in the eacly
part <f nexi yesr sre expacted to reach
a rate of about $1% hillion.

Yovestment by milronds bas char-
acteristically fluctuated wvery widely.
Peak outlays, in the neighborhood of
$1% billion, were made in 1949, 1951,
and 1857; on the oiber hand, spending
has fallep ns low ns 5% Dbilion-3%
billion ic 1954, 1958, sod 1961, Since
the spending trough in the fourth
quarter of 1961, road and equipment

expenditures have incressed by 150
percent—more than in any other expan-
sion in the postwar pericd.

The extended recovery hns approxi-
mately coincided with & marked im-
provement in railrond net operating
tneome, which had dropped o its
lowest point in mora than 4 years in
the first quarier of 1961. Ths carriers
have heen plecing special emphasis on
the modernization of their freight cars.
Business penerated by - the railroad
equipment expenditures is reflected in
the rige of moxs than two-fifths in the
production of freight cer equipment
gince early 1061,  Over the sama period
sxpenditures for road bave beld reola-
tively etable and are very low by
poatwar standerds.



